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Preschool and Economic Development
Thi s article summarizes my study of the effects of high-quality universal preschool education when it is treated as an economic development program. The study fi nds that each dollar that a state government invests in universal preschool education is estimated to increase the present value of earnings of state residents by about $3 and all U.S. residents by about $4. From a state government perspective, universal preschool education provides economic development benefi ts that complement the benefi ts provided by traditional economic development tax subsidies to business. Traditional economic development subsidies create more jobs for state residents in the short-and medium run, but universal preschool education creates more jobs in the long run. From a national perspective, the average state's investments in universal preschool education do more to boost the national economy than its investments in economic development subsidies.
What Does It Mean to Think of Preschool as an Economic Development Program?
I consider high-quality preschool to be an economic development program to the extent that it accomplishes the same goals-mainly increases in jobs and earnings-as traditional economic development programs.
Traditional economic development programs provide customized assistance to individual businesses in order to affect decisions about location, employment, or productivity. Most resources devoted to these programs go to providing businesses with tax breaks, such as property tax abatements.
Research has shown that the largest benefi ts of traditional economic development programs are increases in employment rates and earnings. Therefore, a preschool program is an economic development program if it increases jobs and earnings. From a state government perspective, these increases must be for state residents, whereas a national perspective would include all U.S. residents.
A valid question is, why focus on only one type of benefi t of preschool education? Studies have shown that preschool also provides other important benefi ts, such as crime reductions and From a state perspective, economic development subsidies create more jobs for state residents in the shortand medium run, but universal preschool education creates more jobs in the long run.
lower special education costs. However, economic development benefi ts are of particular interest to the business community and to many state and local policymakers.
Methodology
To estimate the economic development effects of universal preschool education and traditional economic development programs, I perform simulations based on the research literature. These include studies of the effects of high-quality preschool on individual participants, and effects of business subsidies on individual businesses; and studies of how increases in labor supply or labor demand affect aggregate labor market outcomes.
The universal preschool education program considered is similar to the much-studied Chicago Child-Parent Center program. It would be a half-day, school-year program for four-yearolds, with a ratio of 20 four-year-old participants in each class to two teachers, with the lead teacher certifi ed in early childhood education. The cost of such a program would be about $6,000 per child. In the aggregate, the program would have an annual gross national cost of $20 billion, and a net cost, including savings from replacing current preschool spending, of about $15 billion.
The analysis compares the economic development effects over the next 75 years of permanently enacting such a universal preschool program with devoting the same resources to traditional economic development subsidies to business. To estimate preschool's longrun effects on educational attainment, employment rates, and earnings, I rely on estimates from studies of the Chicago Child-Parent Center program, supplemented in some cases by estimates from studies of the Perry Preschool program in Ypsilanti, Michigan. These studies focused on the effects of high-quality preschool that targets economically disadvantaged children for assistance. Therefore, I assume that universal preschool education, which serves a wider variety of children, will have lower effects per participant than the effects of the Child-Parent Center and Perry programs. This is a conservative assumption, as the extent to which the effects of high-quality preschool diminish with family income is disputed.
In addition, when estimating effects from a state government perspective, I exclude effects on former preschool participants who move out of state. However, estimates suggest that in most states over half of former preschool participants will remain in the same state for most of their working careers.
I also consider other economic development effects of universal preschool. The increased spending on universal preschool education will stimulate a state or national economy, even allowing for the taxes to fi nance the program. Universal preschool education will increase the labor supply of the parents of preschoolers.
My simulations suggest that those other effects are less important than the effects of preschool on participants in increasing the quantity and quality of participants' future labor supply. Some of those other economic development effects might be more important for early childhood education programs with a different design, for example, programs that were full time and full year for all years from birth to age fi ve.
For traditional economic development programs, I rely on prior research on how taxes affect business location investment decisions.
Effects of preschool or traditional programs depend on how state or national labor markets will respond to a shock to labor supply or labor demand. Preschool education's effects on participants is viewed as a "shock" that increases the quantity and quality of former participants' labor supply. Traditional economic development programs is a "shock" that increases the quantity or quality of labor demand. We would expect the equilibrium increase in employment due to a labor supply or labor demand shock to be somewhat less than the initial shock. For example, an increase in labor supply due to preschool does nothing directly to increase the number of jobs in a state. Rather, the increased availability of labor will induce some response of labor demand by employers. Figure 1 compares the simulated effects on a state's jobs from a state permanently adopting universal preschool to devoting the same resources to business subsidies. As the fi gure shows, initially economic development subsidies create more jobs for a state economy. But by 2033, the annual jobs impact of universal preschool on a state economy is more than twice that of business subsidies.
State Perspective
Of course, any professional economic developer would be fi red for achieving such meager results within a 5-or 10-year period. Therefore, maintaining economic development subsidies will be necessary to get short-term results. But an economic developer might be quite thankful if previous state leaders had adopted universal preschool or other programs to enhance the state's human capital.
I also simulate the effect of universal preschool on the earnings of state residents, again comparing this with traditional economic development programs. Table 1 includes a column showing the effect, from a state perspective, on the present value of the earnings of state residents, per $1.00 invested in either high-quality preschool or business subsidies. The bottom line is that for every $1 devoted to either highquality preschool or business subsidies, the present value of the earnings of state residents increases by about $3.
National Perspective
The national economic benefi ts of preschool and business subsidies differ greatly from the benefi ts from a state perspective. First, many former preschool participants do move out of state. For the From a national perspective, universal preschool education does more to boost the national economy than economic deevelopment subsidies.
typical state, over one-third of preschool participants are estimated to eventually move out of the state in which they were enrolled in preschool. Second, many of the jobs a state gains by offering economic development subsidies to business are reshuffl ed from other states. Estimates suggest that for every fi ve jobs gained by the state offering the subsidies, four jobs are reshuffl ed from other states. For this project I also simulate the national economic benefi ts of investing in preschool, or business subsidies, after allowing for effects on outmigrants and jobs being reshuffl ed among the states. As shown in Table 1 , from a national perspective, preschool education increases the present value of real earnings by almost $4, per $1 of preschool spending. For business subsidies, the national perspective suggests that for the typical state, each $1 of resources devoted to business subsidies increases the present value of national earnings by considerably less than a dollar.
Economic development subsidies may have greater national effects if implemented in a state with high unemployment. Redistributing jobs from low-unemployment to highunemployment states may allow greater national economic stimulus without infl ationary pressures. Simulations suggest that in states with the highest unemployment, the national benefi ts of economic development subsidies may be similar to the benefi ts from a state perspective.
The greater benefi ts of preschool from a national perspective than from a state perspective-a 4 to 1 national payoff versus a 3 to 1 state payoff-provide a rationale for federal fi nancial support for state government investments in preschool education. For the typical state, the lesser benefi ts of business subsidies from a national perspective than from a state perspective suggest that many states may overinvest in subsidies to attract business. Federal policymakers might consider ways to curb economic development subsidies in low-unemployment states, while allowing or even encouraging such subsidies in high-unemployment states.
The long-run national economic benefi ts of universal preschool can be stated in other metrics. By 2080, universal preschool would add over 3 million jobs to the U.S. economy, almost $300 billion in annual earnings, nearly $1 trillion in increased annual value of gross domestic product, and over $200 billion in annual government tax revenues, increasing all of these economic indicators by almost 2 percent of their baseline values.
These long-run effects of preschool are quite similar to those estimated in another recent study, using a quite different model. According to Dickens, Sawhill, and Tebbs (2006) , the effects in 2080 of universal preschool would be to boost U.S. gross domestic product by between 1 and 4 percent.
Ambiguities in the Results
There are two uncertainties about these results. First, the simulations assume that preschool's benefi ts tail off considerably for children from higherincome families. However, the extent of this tail-off is disputed in the research literature.
If there is such a large tail-off, there would be a considerably greater ratio of earnings boost per dollar of spending for preschool programs that target disadvantaged families than for universal Year Jobs generated as % of total state jobs, preschool or economic development program Preschool Economic development
Figure 1 Jobs Generated for State Residents by Permanent Universal Preschool Program, Compared to Jobs Generated by Economic Development Subsidy of Same Cost
NOTE: The jobs generated for the preschool program show effects due to all avenues of infl uence of preschool programs on job generation, of which the largest is effects on participants and peers, but also including the balanced budget multiplier and labor supply effects on parents. The jobs generated as % of baseline employment compares jobs generated to total state baseline employment, which is assumed to grow at 0.3% per year. These percentage fi gures for preschool would apply to any state that adopted a universal preschool program of this design, or an economic development program that had the same cost as such a program. Both programs are assumed to start in 2007.
The most important economic development effect of universal preschool is through increasing the quantity and quality of participants' future labor supply. 
Broader Implications
These fi ndings suggest that economic development goals can be achieved by initiatives that do not target business growth directly, but instead increase the quantity and quality of labor supply. Under reasonable assumptions, such "human capital" approaches to economic development can sometimes achieve larger long-run results than traditional economic development programs. Similar analyses might be used to simulate the economic development effects of other policies to enhance human capital, such as programs that seek to boost educational attainment. 
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